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Executive summary

Since 2014, India has embarked on one of the most ambitious financial inclusion initiatives ever
seen anywhere in the world, bringing ov@80 million people into the formal financial sectfor

This report tells the story of this growth. Itlissectghe mapr trends and drivers behind them,
identifies key actors and the roles that they have played, and presents a roadmap for how the
next phase of digital financial inclusion in India can be made more effective and more inclusive.
The report, commissioned by 8AID through the Mobile Solutions Technical Assistance and
ResearchmiSTAR project, takes into accountield research with users and providers of digital
financial servicesas well asinterviews with senior experts in government, the development
sector and the financial sector

I NDI A6S DI KAIAL NCLUSIDNJOUREY

The expansion in digital financial inclusion in India has been driven by significant innovation in both the
public and private sectors. One of the key drivers has bgewernment policy that explicitly prioritizes
access to the banking system as a tool for poverty reduction and inclusive growth. Under the Government
of Il ndi ads P-Dizad YioamdPMIBY) scheime, bamknhaccounts have been opened for the
majority of Indian citizens and these accounts have become the default channel for delivery of government
payments, such as through the Direct Benefit Transfer (DBT) system.

To achieve such rapid scale in account opening, the government has taken a big bet atotgchn

Growing internet coverage and smartphone penetration means that the future of banking is expected to

be digital. By linking bank accounts to biometric identification (through the Aadhaar scheme) and to mobile
numbers, the aim is to leapfrog more tdional models of financial access. Through licensing new tiers of
financial institutions, government has pushed a differentiated banking model in which companies like
Mobile Network Operators MNOs) and fintechs can provide banking services under a RayBank

license, andnicrofinance institutionsMFI§ are encouraged to leverage technolotgy align with the

market and as an incentive fotheir growth into Small Finance Banks. The growth of digital payments

received a particular oneff boostduetoh e governmentds sudden demonet i z
2016.

While stateowned enterprises (such as State Bank of India, which opened a third of PMJDY &ccounts
continues to play a key role in the direct provision of banking services across Indigasefour years

have been characterized by a shift in the overall role of government in the financial inclusion agenda. In a
technologyled model, the government has also prioritized the creation of enabling infrastructure, such as
digital identificationad payments technology, on which the private sector can build. The ultimate example

! The proportion of the adult Indian population with an account at a financial institution increased from 52.8% to 79.8#ng¢oo&lobal
Findex https://globalfindex.worldbank.orgihich corresponds toapproximately 250 million, however, Government of India data shows
approximately 330 million which is used throughout the report.
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of this has been Unified Payment Interface (UPI), which has grown from nothing to overtake debit cards
and prepad wallets as the primary form of digital payments. UPI wasated and is managed by the
National Payments Council of India (NPCI), an initiative of the Reserve Bank of India (RBI) and the banking
sector.

Despite massive growth in account opening, there
limited impact due to account dormancy and low levels of usage. 48% of people with an account at a
financial institution made no deposits or withdrawals from that account over the past?y&ezount

dormancy is higher among populations with lower access twhnelogy, such as poorer and rural
populations. Major challenges remain around the viability of agent networks, financial literacy, the design

of appropriate products for I ndiads diverse popul
of paymat andjewelryand livestock as savings tools.

THE ROLE OF DIGITAPAYMENTS IN EXPANDIS FINANCIAL INCLUSIOI

I n November 2014, USAI D announced a significant ¢
financial inclusion agenda in India. This commitment focused on expanding merchant acceptance of digital
payment s, a critical a n @ financial inclusienvpezzlie. peveragimyitheic e o f

expertise indigital development and digital finaptkSAID (in partnership witlkrHI 36Q IFMRLEADand
Intellecapp commissioned a number of pilot activities across a range of urban and rural settings. This
includes theCATALY STprogram examining various models for urban payments in Jaipur, and projects in
Odisha, Maharasthra and Jharkhand looking at various ruraladne chaifbased approaches.

Based orata collected ithese project locations, interviews with beneficiaries and a range of stakeholders
around these projects as well as review of project documents and learning notes, there are a number of
important fndings that will help the digital finance space to grow in a more inclusive way. These include:

1. The human touch point remains critical & even as technology enables rapid scaling of business
models, the need for trust and understanding of how to use theswgises will continue to require
interaction with a human being at the last mile

2. Digital finance is closely linked with aspiration 8 in both urban and rural environments, the
desire to try new digital products and continue to use them is closely linkedh &gpirational
characteristics like wanting to grow a business or participate in the broader national digital economy.

3. Product design is important and underrated 8 a number of models appear to have struggled
because financial services do not meet the difitiated needs of Indian populations. Too often
products have been designed for the needs of wealthier, urban, Hindimgldskspeaking populations,
effectively excluding large swathes of the market opportunity.

4. Alot of people still really like cash 8 much of the movement towards digitization is based on an
assumption that it provides an improvement on céstsed payments. This can overlook the
complexities around why some people use cash and the difficulty of changing behavior.

5. More exploration is requ ired around the linkages between digital payments and financial
inclusion o while great progress has been made the access to financial services, the relatively low
levels of usage hints at a disconnect between what is assumed to be the impact of dayiizikfi
services and the reality on the ground.

2 Global Findex https://globalfindex.worldbank.org/
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RECOMMENDATIONS

The following table lays out a recommended roadmap for the government, the private sector and the
development sector to develop an inclusive digital finance ecosystem over the short ged term.

Tablel: Recommendations

A@L FOR FOR THE (?3 FOR THE
3 I I I I GOVERNMENT H PRIVATE SECTOR ﬂ DEVELOPMENT SECTOR
Short i - Clarify the position of - Simplified apps, improved product - Building on international best
term | Aadhaar in account design and focus on the customer practices for gender and DFS
Ly :
opening experience - Support for more inclusive
- Build a stronger gender - Increased innovation in savings and business models
focus into next phase of wealth management products, focus

] L . 3 - Support for local level innovation
. financial inclusion less on credit

P AT - Developing the youth market

Longer m - Continue to develop shared - More local-level innovation and - Long term risk capital for innovative

term | infrastructure for innovation  product development approaches
- Develop the regulatory - Greater appreciation of the
framework for digital finance complexity of shifting from cash to
- Ensure that digital digital
consumers are protected - Building the evidence base for
- development impact of DFS

3 As of the date drafting of this report was completed, the GOI had edsslaw in March 2019 that Aadhaar can be used voluntarily to open a
bank account and get a new SIM card. This contradicts multiple regulations and an earlier Supreme court judgementthattdesatte and
authentication of Aadhaar for account openityJDAI (the authority issuing Aadhaar) is not taking a stand. This has caused confusion by service
providers and a reluctance to open accounts using Aadhaar. Further clarification is still required
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Introduction

Between 2014 and 2017, the proportion of the adult Indian population with an account at a financial
institution increased from 52.8% to 79.8%ver the course of three years, this represents ouvéree-
hundred millionpeople brought into the formal financial sector.

This period of growth was due in part to an extraordinary political push by the Modi government, elected
to power in May 2014, to se financial inclusion (and in particular digitdtiyen financial inclusion) as a

key lever to promote economic and social development. The Pradhan ManfiihkmY ojangshortened

to PMJDY), a drive to provide all Indians with a bank account, wasdimerstone of this policy agenda.

At the same time, the financial inclusion push intersected with two other major policies of the Modi
government: Digital India (driven by the rapid expansion in mobile phone and internet coverage) and
Aadhaar (the provisin of a unique digital ID for every citizen). The troika of PMJDY, Aadhaar and Mobile,
summarizinghe drive to digitallyed financial inclusion, was called th&-M trinity.

The governmentds initiatives i n byahativepiwtesectdrav e b e
ranging from large commercial banks to international tedbgycompanies and fintech startups, and by

a development sector keen to support innovation to promote poverty reduction and inclusive growth in

India.

The purposeofth s study is to map out the story of India
2014 and 2018, identifying the key trends and drivers of growth with a particular focus on the digital
payments sector as a tool for growing the level of financidligion.

Section 1 considers the macro picture, using available data to map out the trajectory of digital financial
services in India since 2014 and explaining the key trends based on a thorough literature review and
interviews with some of the major playgin the market.

Section 2 focusses on the digital merchant payment spaadyzinghe results of investments made by
USAID in four projectsd one in Jaipur, one in rural Odisha, one in rural Maharashtra and one in Jharkhand
d that aimed to develop our mderstanding of the key challenges and opportunities of digital payments in
promoting financial inclusion.

Based on the findings fro@ections 1 and 2Section 3 provides recommendations and a roadmap for the
public sector, the private sector and théevelopment sector to further promote an inclusive and
sustainable digital financial system in India.

Figure 1 provides a summary of the keylestoness n t he growth of I ndi ads DF
highlights the major activities cdad out by government, public sector organizations, the private sector

and the development sector that underpin the increased uptake of digital financial services and that are
studied in greater detail through this report.

4 Global Findex https://globalfindex.worldbank.org/
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Figurel: Key events in the India DFS ecosysteri2014

3 India Digital Financial Inclusion | Journey Map Reporf mSTAR Project






















































































































